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Executive Summary

The Guatemaan coffee crigis continues, in response to low world coffee prices production has decreased to the lowest
levelsin the last twenty years. For the year 2002-03 production is forecast a 3.75 million bags, a decrease from the
2001-02 estimated data of 3.8 million bags. Exports for 2001-02 are estimated at 3.6 million bags and a decrease to
3.5 million bagsis forecast for the 2002-03 crop.

In the last couple of years the coffee industry has been experiencing adownsizing in the production units in response to
poor coffee prices. The criss has been affecting the loca economy and especidly in the rurd aress. For the current
coffee harvest employment of farm labor will be only one hdf of the norma requirements. Thiswill severely impact the
poor rural population who depend upon coffee harvest employment as one of their few sources of cash income.

Asaresponse of the crisis, total supply has also decreased significantly due to a decrease of smuggled coffee from
Honduras and adecrease in their loca production. Guatemalan production numbers do not differentiate between locdl
production and illegal imports since domestic producers usudly clam such coffee astheir own for commercia
purposes. Current PS& D registers smuggled coffee from Honduras as imports showing a difference between this
report’ s production numbers and local numbers provided by the Guatemalan Coffee Association (ANACAFE).

Certifying farms for organic coffee production is becoming more popular in order to give coffee a value added and
aurvive the crigs. Organicaly grown coffee can demand a premium of up to $20 per bag, which for afarmer isvery
atractive in the current Situation of low prices.

Guatemalan coffee consumption decreased dightly at 420,000 bags in 2002 due to a decrease in soluble consumption
in response to higher demand for specidty coffees and Guatemaan exports of solubles to neighboring countries. For
2003 consumption is expected to remain steady at 420,000 bags.
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PSD Table
Country Guatemda
Commodity Coffee, Green (1000 HA)(MILLION
TREES)(1000 60 KG
BAGYS)
Revised 2001 | Preliminary 2002| Forecast 2003
Old New Old New Old New
Market Year Begin 10/2000 10/2001 10/2002
Area Planted 272 272 272 272 0 272
Area Harvested 265 265 230 230 0 225
Bearing Trees 749 749 750 750 0 750
Non-Bearing Trees 90 90 91 91 0 91
TOTAL Tree Population 839 839 841 841 0 841
Beginning Stocks 50 50 75 75 5 5
Arabica Production 4467 4467 3800 3800 0 3775
Robusta Production 27 27 27 27 0 27
Other Production 0 0 0 0 0 0
TOTAL Production 4494 4494 3827 3827 0 3802
Bean Imports 300 300 150 150 0 150
Roast & Ground Imports 0 0 0 0 0 0
Soluble Imports 0 0 0 0 0 0
TOTAL Imports 300 300 150 150 0 150
TOTAL SUPPLY 4844 4844 4052 4052 5 3957
Bean Exports 4344 4344 3627 3627 0 3500
Roast & Ground Exports 0 0 0 0 0 0
Soluble Exports 0 0 0 0 0 0
TOTAL Exports 4344 4344 3627 3627 0 3500
R<,Ground Dom. Consum 400 400 400 400 0 400
Soluble Dom. Consum. 25 25 20 20 0 20
TOTAL Dom. Consumption 425 425 420 420 0 420
Ending Stocks 75 75 5 5 0 37
TOTAL DISTRIBUTION 4844 4844 4052 4052 0 3957

Production

Based upon contracts ANACAFE reports that the Guatemalan coffee production from the harvest 2001-02 is
estimated at 3.8 million bags. For the crop 2002-03 production is forecast to decrease even further to 3.75 million
bags. Thisisthe smalest output since 1985 and is around 16 percent less than the previous crop. This year we
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understand that many coffee farms are closing or laying off labor to reduce production costs.

In the current harvest period the coffee indudtry is experiencing the lowest pricesin thelast forty years. Inaregular
harvest season the coffee industry employs around 40 percent of the agricultural farm labor and supports around
62,500 farm owners throughout the country. Currently, 230,000 hectares are expected to be harvested the lowest
areasince 1977. For 2002-03 harvest areais forecast to be reduced even further to 225,000 hectares.

Large and medium sized farms represent around 70 percent of Guatemala s coffee production. Increases in wages
costs and decreases in coffee income, have forced some of these farmers to elther stop coffee production or diversify
to other crops. This has been the case especidly in the coastal areas where dternatives exist for the land. During the
past marketing year the cost of wagesin coffee were $431.05 miillion, while total income from export saes represented
$218.8 million (95% of totd production is exported) leaving coffee farmers with a$212 million loss. In addition, during
the harvest season coffee farms employ around 500,000 people for different labor activities. In 2002-03 employed
labor is expected to be reduced to 225,000 people.

Another factor causing the dramatic drop in Guatemaa stota coffee supply is a sgnificant reduction of smuggled coffee
from Honduras. Locd production numbers do not differentiate between loca production and illegd imports since locd
producers usudly claim such coffee as their own for commerca purposes. Current PS& D registers smuggled coffee
from Honduras as imports showing a difference between this report and loca production numbers. For the 2002-03
crop smuggled coffee from Honduras is expected to remain steady at 150,000 bags.

Coffee produced in Guatema a can be classified as prime washed, extra prime washed, hard bean, and grictly hard
bean. Strictly hard bean is produced in higher and mountain areas, while prime and extra prime are being produced in
the lower dtitude coastd areas. Hard bean coffeeis produced in the lower atitude mountain areas and in the higher
dtitude coastd areas. Due to low world coffee pricesthere is an existing shift in coffee production, with more areas of
grictly hard bean being produced and less areas of prime and extra prime being produced. Thisis due to the fact that
drictly hard bean has a higher vaue in comparison to prime and extra prime. Among regions producing strictly hard
bean in Guatemda are Antigua, Atitlan, Huehuetenango, Coban and Fraijanes. Some coffee farmers located in the
south part of the country as we previoudy mentioned are either abamdoning their farms or shifting to other crops such
as bananas, rubber, and pam. in response to the substantia decrease in world prices, discouraging investment in coffee
production.

Many coffee farmers redize that changes are needed. Some will diversfy into other crops, others will grow organic
coffee and sdl to niche markets. Theinterest in farming organic coffee isincreasing in Guatemaa. Internationa
markets give a bonus above the regular price for organicaly farmed coffee. For 2002, Guatemad s registered organic
coffee production is expected to still accounts for 5 percent of total production, because of the time |apse needed to be
registered and the time lapse needed for new organic plants to start bearing fruits. Results are expected to be seenin
about 5 to 10 years.

Consumption

Guatemalan coffee consumption decreased dightly at 420,000 bags in 2002 due to a decrease in soluble consumption
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in response to higher demand for specidty coffees and Guatemaan exports of solubles to neighboring countries. For
2003 consumption is expected to remain steady at 420,000 bags.

Import Trade

Matrix

Country Guatemda

Commodity Coffee, Green

Time period Jan-Dec Units 60 Kg bags
Imports for: 2001 2002
U.S. U.S.

Others Others

Honduras 317,500|Honduras 150,000
Totd for Others 317500 150000
Others not Listed

Grand Total 317500 150000
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Export Trade

Matrix

Country Guatemda

Commodity Coffee, Green

Time period Jan-Dec Units. 60K g bags
Exportsfor: 2001 2002
U.S. 1,779,000[U.S. 1,650,000
Others Others

Germany 550,000| Germany 500,000
Japan 300,000| Japan 250,000
Bdgium 255,000/ Bdgium 200,000
Netherlands 220,000/ Netherlands 180,000
Ity 170,000| Ity 130,000
Canada 170,000|Canada 130,000
Sweden 170,000{Sweden 120,000
France 130,000| France 100,000
Fnland 100,000|Fnland 67,000
Totd for Others 2065000 1677000
Others not Listed 500,000 300,000
Grand Tota 4344000 3627000
Trade

Exports for the 2002-03 crop are forecast for afurther dramatic decrease to 3.5 million bags. If thisforecast is

achieved, it will be the lowest exports snce 1995.

Imported contraband coffee from Honduras is estimated at 150,000 bags for 2002. About one half of last year's level.
The reduction in contraband is due to local incentives from the Honduran Government to have their farmers ddliver the
crop within Honduras. For the 2002-03 crop smuggled coffee from Honduras is expected to remain at 150,000 bags.

Again the United States is Guatemaa s most important customer, accounting for amost haf of total Guatemalan coffee
exports. Germany, Japan, Belgium, Netherlands and Sweden are normaly the next top five export destinations. Most

exports are during the months from December to May.
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Policy

Recently the Government of Guatemda authorized a $100 million trust fund to asss coffee farmers during the crisis.
Thetrust fund will be managed by ANACAFE and will provide financia assisstance to coffee farmersa alow interest
rate. Currently, the Governement sees the trust fund as a revolving fund that will keep assissting coffee farmersin the
forthcoming future.  In spite of Government ass stance to the sector, the Governmnet of Guatemalaiincreased taxes and
performed reforms in some of the taxation laws, which according to ANACAFE will raise costs and depress the
industry even further. ANACAFE argues that such Governmenta decisions will increase unemployment, land invasons
and migration. In addition encourage bankrupcy of productive units and decrease the economic activities in coffee
producing regions. Nevertheless the government is raising taxes to balance the budget as required in the country
condtitution.
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